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1COMMERCE, DEPARTMENT OF
CPAs a re  b e in g  sought fo r  c o n s id e ra tio n  a s  nominees fo r  appoin tm ent t o  th e  In d u s try
S e c to r A dvisory  Com m ittee fo r  Sm all B usiness T rade P o lic y  (ISAC #14). ISAC
m em b ers  a r e  a p p o i n t e d  b y  t h e  S e c r e t a r y  o f  C om m erce an d  t h e  U.S. T r a d e  
R ep re se n ta tiv e  to  ad v ise  them  on t r a d e  p o lic y  m a tte rs  a s  th ey  s e t  p o lic y , conduct 
n e g o t i a t i o n s  and c a r r y  o u t  t r a d e  p o l i c y  on b e h a l f  o f  th e  U.S. g o v e rn m e n t. Tom 
W atson, t h e  c h a irm a n  and  m anaging  p a r t n e r  o f  W atson R ice  & Co., i s  th e  new ly  
e le c te d  chairm an o f  ISAC #14 and i s  "concerned t h a t  CPAs be p ro p e r ly  re p re se n te d  
in  th e  t r a d e  ad v iso ry  p ro cess ."  He urges CPAs who have "knowledge, ex p erien ce  and 
i n t e r e s t  i n  t r a d e  n e g o t i a t i o n s "  t o  r e q u e s t  a d d i t i o n a l  in f o r m a t io n  a b o u t b e in g  
co n sid e red  fo r  an appoin tm ent to  th e  ISAC from Helen Burroughs a t  202/377-2829.
FEDERAL FINANCIAL I N S TIT UTION'S  EXAMINATION COUNCIL
The June 1986 Uniform  Bank Perform ance R eport (UBPR) i s  now b e in g  d i s t r ib u te d  by th e
F e d e ra l F in a n c ia l I n s t i tu t io n s  E xam ination C ouncil to  a l l  in su red  com m ercial banks
and i s  a v a i l a b l e  f o r  s a l e  t o  th e  p u b l ic .  The Ju n e  1986 UBPR in c lu d e s  ch an g es  in  
s e v e r a l  a r e a s .  The a n a l y s i s  now c o v e r s  " n o n -c u r re n t"  lo a n s  and l e a s e s  w here  
p re v io u s ly  "non-perform ing" lo an s  and le a s e s  were included . In  a d d itio n , th e  new 
a n a l y s i s  rem oves d i s t i n c t i o n s  b e tw e e n  " re g u la te d "  and "unregu lated" d e p o s its  to  
r e f l e c t  d e re g u la tio n  o f  d e p o s it  i n t e r e s t  r a t e  c e i l in g s .  These UBPR changes have 
been documented in  a  re v is io n  to  th e  UBPR U se r's  Guide. Copies o f  an in d iv id u a l 
bank  UBPR may b e  o b ta in e d  f o r  $30 p e r  r e p o r t .  UBPR U s e r 's  G uide may be  o b ta in e d  
fo r  $15 each. June 1986 and p r io r  S ta te  Average R eports  a re  a v a i la b le  fo r  $30 p e r 
copy, and Peer Group R eports a re  $50 p e r  copy. A ll o rd e rs  and checks m ust be s e n t 
t o :  UBPR, D e p a rtm en t 4320, C h icag o , IL  60673. C hecks a r e  t o  be  made p a y a b le  to :  
F ed e ra l F in a n c ia l I n s t i t u t i o n s  E xam ination C o u n c il. F o r a d d i t i o n a l  in f o r m a t io n  
r e g a r d in g  c o n te n t  o f  r e p o r t s ,  te le p h o n e  202/357-0111. For o rd e rin g  a s s is ta n c e , 
te lep h o n e  202/898-7108.
SECURITIES AND EXCHANGE COMM ISSION
The SEC unanim ously vo ted  10/23/86 t o  is s u e  an in te r p r e t iv e  r e le a s e  on d is c lo s u re  by
r e g i s t r a n t s  o f  th e  e f f e c t s  o f  th e  Tax Reform A ct o f  1986, rem inding  r e g i s t r a n t s  o f
t h e i r  e x i s t i n g  o b l i g a t i o n  t o  d i s c u s s  th e  p o t e n t i a l  e f f e c t s  o f  th e  new law . The 
C om m ission  v o te d  t o  a l lo w  co m p an ies  t o  p r e s e n t  d i s c l o s u r e s  w h ich  q u a n t i f y  th e  
e f f e c t s  o f  th e  A c t on th e  d e f e r r e d  t a x  am o u n ts  in  t h e i r  h i s t o r i c a l  f i n a n c i a l  
s ta t e m e n t s  b y  th e  p ro  fo rm a  a p p l i c a t i o n  o f  th e  p r o v i s io n s  o f  th e  FASB E x posu re  
D ra ft e n t i t l e d ,  "Proposed S ta tem en t o f  F in a n c ia l  A ccounting S tandards -  Accounting 
fo r  Income Taxes." The in te r p r e t iv e  r e le a s e  may be o b ta in ed  from th e  SEC p u b lic  
a f f a i r s  o f f i c e  b y  c a l l i n g  2 0 2 /2 7 2 -2 6 5 0  and w i l l  soon  b e  p r i n t e d  in  th e  F e d e ra l  
R eg is te r . For fu r th e r  in fo rm a tio n , c o n ta c t John Heyman a t  202/272-2130.
Form 13F, used  by i n s t i t u t i o n a l  investm en t m anagers, i s  th e  s u b je c t  o f  a  proposed r u le
and re v is e d  form  by th e  Commission to  f a c i l i t a t e  th e  use o f  th e  SEC's e le c t ro n ic  
d is c lo s u re  system , EDGAR (see th e  10/21/86 Fed. Reg., pp. 37291-98). Comments a re  
b e in g  re q u e s te d  on th e  Com m ission's proposed procedure  fo r  f i l i n g  Form 13F re p o r ts  
e le c t r o n ic a l ly ,  as  w e ll a s  on th e  fo rm at o f  tem porary  Form 13F-E and w hether th e  
p ro p o se d  fo rm a t i s  a d e q u a te  f o r  a l l  r e p o r t i n g  s i t u a t i o n s .  Comments a r e  due 
1 1 /2 0 /8 6 . F o r f u r t h e r  in f o r m a t io n  a b o u t f i l i n g s  c o n ta c t  P a ts y  W. M e n g is te  a t  
20 2 /2 7 2 -7 7 1 5  o r  Thomas S. Harman a t  202 /2 7 2 -2 1 0 7  f o r  in f o r m a t io n  a b o u t th e  
proposed r u le  and form.
2SECURITIES AND EXCHANGE COMMIS S IO N
The method o f  acco u n tin g  t o  be used by o i l  and gas p ro d u cers  w i l l  be th e  s u b je c t  o f  an
Open M eeting on 10 /30/86 . The Commission w i l l  c o n s id e r w hether t o  is s u e  a  r e le a s e
p ro p o s in g  am endm ents t o  R u le  4 -1 0  o f  R e g u la t io n  S-X, w h ich  w ould  r e s c in d  
a u th o r iz a t io n  to  u se  th e  f u l l  c o s t  method o f  acco u n tin g  fo r  o i l  and gas producers. 
The m e e tin g  i s  s c h e d u le d  t o  b e g in  a t  10 a.m ., a t  t h e  SEC, 450 F i f t h  S t r e e t ,  N.W., 
Room 1C30, W ash in g to n , D.C. F o r f u r t h e r  in f o r m a t io n  c o n ta c t  Jo h n  W. A lb e r t  a t  
202/272-2130.
SMALL BUSINESS ADMINISTRATION
A com prehensive r u le  govern ing  th e  o p e ra tio n s  o f  th e  S m all B usiness Development C en ter
P ro g ram  h a s  b e en  p ro p o se d  by  th e  SBA (s e e  th e  1 0 /2 3 /8 6  Fed. Reg., pp. 37580-605).
The S m a ll B u s in e s s  D evelopm en t C e n te r  P rogram  p r o v id e s  a s s i s t a n c e  t o  s m a l l  
b u s in e s se s  and th e  program 's grow th, acco rd in g  to  th e  SBA, h as " n e c e s s i ta te d  th e  
p ro m u lg a t io n  o f  r e g u l a t i o n s  t o  e n s u re  t h a t  th e  p ro g ram  o p e r a t io n s  a r e  u n ifo rm  
na tionw ide ."  The proposed r u le  c o n ta in s  p ro v is io n s  govern ing  a u d its ,  as  w e ll  as 
re c o rd k e e p in g  r e q u ir e m e n ts  f o r  SBDCs p ro v id in g  s e r v i c e s  d i r e c t l y  t o  s m a l l  
b u s in e s se s . Comments a re  due 12/22/86. For f u r th e r  in fo rm a tio n  c o n ta c t F redd ie  
C o llin s  a t  202/653-6768.
TREASORY, DEPARTMEN T OF
The IRS i s  com m itted  t o  u sin g , "a more c r e a t iv e  mix o f  v e h ic le s  fo r  p u b lish in g
guidance" on th e  new ta x  law , in c lu d in g  re v e n u e  r u l i n g s ,  re v e n u e  p ro c e d u re s ,  
n o tic e s ,  news re le a s e s ,  announcem ents, form s and p u b lic a t io n s  IRS Com m issioner 
Gibbs t o ld  p a r t i c ip a n ts  a t  th e  Tax E xecu tives I n s t i t u t e 's  4 1 s t Annual Conference 
10/21/86 in  San F ran c isco , CA. In  o rd e r  to  m eet th e  need fo r  e a r ly  gu idance, th e  
agency h a s  sp en t c o n s id e ra b le  tim e , he s a id , " s t r ip p in g  away la y e rs  o f  rev iew  th a t  
d o n 't  add  m a t e r i a l l y  t o  th e  r e g u l a t i o n s  p r o c e s s ."  A c co rd in g  t o  C o m m issio n e r 
G ib b s, o n ly  a  "v e ry  l i m i t e d  num ber" o f  IRS and T re a s u ry  o f f i c i a l s  w i l l  p la y  key  
p o lic y  and ex ecu tiv e  r o le s  in  th e  e a r ly  developm ent o f  th e  re g u la t io n s  and o th e r  
p r o j e c t s .  C o m m issio n e r G ibbs a l s o  s a id  th e  a c c e l e r a t e d  p r o c e s s  m eans t h a t  
p a r t i c ip a t io n  from th e  p u b lic  i s  "u rgen tly"  needed, p a r t i c u l a r ly  on th o se  a re a s  o f  
law th a t  w i l l  be e f f e c t iv e  on o r  b e fo re  1 /1 /87 .
In  a  r e la te d  a c tio n , th e  IRS re le a s e d  two announcements reg a rd in g  p ro v is io n s  
o f  th e  Tax R eform  A ct o f  1986 on 1 0 /2 3 /8 6 . A p r i o r i t y  l i s t  o f  p r o v i s io n s  o f  th e  
Tax R eform  A ct a b o u t w h ich  th e  IRS i s  p r e p a r in g  e a r l y  g u id a n c e  i s  in c lu d e d  in  
I n f o r m a t io n  R e le a se  IR -8 6 -1 4 3 . The r e l e a s e  a l s o  l i s t s  p r o j e c t s  on w h ich  a d v ic e  
from  p r o f e s s i o n a l  o r g a n iz a t i o n s ,  law  and a c c o u n tin g  f i r m s ,  and i n t e r e s t e d  
tax p ay e rs  i s  s p e c i f i c a l ly  req u ested . Comments a re  sought concern ing  th e  r e l a t i v e  
p r i o r i t y  o f  th e  p r o v i s io n s  l i s t e d ,  a s  w e l l  a s  s u g g e s t io n s  f o r  a d d i t i o n s .  
Subm issions r e l a t in g  to  th e  re g u la t io n s  p r o je c ts  should  id e n t i f y  is su e s  on which 
gu idance i s  needed and, i f  p o s s ib le ,  a n a ly s is  o f  th e  is su e s  and recom m endations as  
to  how th e y  should  be re so lv ed . Comments concern ing  th e  p r i o r i t y  l i s t  shou ld  be 
su b m itted  by 11/28/86 and a l l  o th e r  comments a s  soon as  p o s s ib le . S u b jec ts  on th e  
p r i o r i t y  l i s t  in c lu d e :  l i m i t s  on a c c o u n tin g  p e r io d  c h a n g e s ; a c c e l e r a t e d  c o s t  
reco v ery  system ; re p e a l o f  in v estm en t ta x  c r e d i t ;  l im i t s  on p a ss iv e  lo s se s ;  l im i t s  
on cash  methods; a l t e r n a t iv e  minimum ta x ; acco u n tin g  fo r  lo n g -te rm  c o n tra c ts ;  and 
IRA 's. Some o f  th e  p r o j e c t s  a b o u t w h ich  th e  IRS i s  s e e k in g  a d v ic e  in c lu d e :  
a l t e r n a t i v e  minimum ta x ;  v a lu a t io n  o f  h e a l t h  c a r e  c o v e ra g e ; c a p i t a l i z a t i o n  o f  
p ro p e r ty  p ro d u c tio n  c o s ts ;  l im i t s  on n e t o p e ra tin g  lo s s  c a rry o v e rs ; accoun ting  fo r  
lo n g -te rm  c o n tra c ts ;  l im i t s  on p a ss iv e  lo s se s ;  and in s ta l lm e n t  o b lig a t io n s .
3P ro m p t p aym en t o f  a c t u a l  o r  c o n te s t e d  d e f i c i e n c i e s  i s  th e  s u b je c t  o f  th e  
second IRS announcement, IRS Advance Announcement 86-108, which i s  scheduled  to  be 
p u b l i s h e d  i n  I n t e r n a l  R evenue B u l l e t i n  1986-45 , d a te d  1 1 /1 0 /8 6 . The ad v an ce  
a nno u n cem en t p r o v id e s  d e t a i l e d  i n s t r u c t i o n s  f o r  p aym en t o f  i n t e r e s t  on ta x  
d e f ic ie n c ie s  fo r  tax p ay e rs  who w ish  to  pay a c tu a l  o r  c o n te s te d  ta x  d e f ic ie n c ie s  in  
1986 i n  o r d e r  t o  a s s u r e  t h a t  i n t e r e s t  p a id  on su ch  d e f i c i e n c i e s  w i l l  b e  f u l l y  
d e d u c t i b le  on t h e i r  1986 ta x  r e t u r n s .  The Tax R eform  A ct o f  1986 p r o v id e s  t h a t  
i n t e r e s t  on m ost ta x  d e f ic ie n c ie s  o f  n o n -co rp o ra te  tax p ay e rs  w i l l  be  t r e a te d  as 
p e r s o n a l  i n t e r e s t  an d , t h e r e f o r e ,  n o t  f u l l y  d e d u c t i b le  a f t e r  1986. The IRS 
an n ouncem en t i n t e r p r e t s  and  ex p an d s upon th e  fo rm a l a d v ic e  g iv e n  t o  ta x p a y e r s  
concern ing  paym ents o f  d e f ic ie n c ie s  in  Revenue Procedure 84-58, 1984-2 C.B. 501. 
Copies o f  b o th  IRS announcements may be o b ta in e d  by  c a l l in g  202/566-4054.
SPECIAL: SENATE VOTES DOWN RICO REFORM
In  th e  c lo s in g  h o u rs  o f  th e  9 9 th  C ongress, th e  U .S. S ena te  d e c lin e d  to  approve c i v i l
RICO refo rm  le g i s la t io n .  The l e g i s l a t i o n  was d e fe a te d  47-44 in  th e  e a r ly  m orning 
o f  10/17/86. Sen. Joseph  Biden (D-DE) and Sen. Howard Metzenbaum (D-OH) urged th e  
S e n a te  t o  a d o p t th e  RICO re fo rm  b i l l  p a s s e d  1 0 /7 /8 6  by  th e  U.S. House o f  
R e p r e s e n ta t i v e s  (s e e  t h e  1 0 /1 3 /8 6  W ash. R p t. ) . S p eak in g  on b e h a l f  o f  th e  H ouse- 
p a s s e d  b i l l ,  Sen. M etzenbaum  s a id ,  H.R. 5445 " r e t a i n s  RICO a s  a  s t r o n g  t o o l  f o r  
g o v e rn m en t c r im in a l  and c i v i l  a c t i o n s  b u t  l i m i t s  th e  u se  o f  RICO in  b u s in e s s  
l i t i g a t i o n  c a s e s  w here  o th e r  re m e d ie s  a r e  a v a i l a b l e ."  D u rin g  th e  d e b a te ,  Sen. 
A rle n  S p e c te r  (R-PA) spoke o f  th e  u r g e n t  need  t o  re fo rm  "a much ab u sed  s t a t u t e "  
and recom m ended p a s s a g e  o f  H.R. 5445. He c i t e d  th e  need  t o  end th e  " d e s t r u c t iv e  
and u n f a i r  u se  o f  th e  RICO p r o v is io n . . .w h e r e  th e  m o st u p r ig h t  o f  d e fe n d a n ts  i s  
l i k e l y  t o  be  b ra n d e d  a s  a  r a c k e te e r ."  Sen. S tro m  Thurmond (R-SC), n o te d  th e r e  
was need fo r  refo rm , b u t urged t h a t  l e g i s l a t i o n  "not be rushed." Sen. Thurmond's 
com m ents w ere  a t  l e a s t  p a r t l y  b a se d  on th e  o p p o s i t io n  o f  th e  U.S. D e p a rtm en t o f  
J u s t i c e .  A d e t a i l e d  memo on th e  tw o -y e a r  h i s t o r y  o f  o u r  e f f o r t s  t o  amend c i v i l  
RICO h a s  b een  p re p a re d .  C o p ies  o f  th e  AICPA memo may be  o b ta in e d  b y  w r i t i n g  o r  
c a l l i n g  th e  AICPA W ash in g to n  D.C. o f f i c e  a t  1620 Eye S t r e e t ,  N.W., W ash in g to n , 
D.C., 20006, 2 0 2 /8 7 2 -8 1 9 0 , e x t .  47.
SPECIAL: AICPA NOTES OPPOSITION TO CHANGES IN  GAAP
The Chairman o f  th e  AICPA F e d e ra l Government E x ecu tive  Com m ittee r e c e n t ly  s e n t to  th e
House and S enate  le a d e rsh ip , a s  w e ll a s  th e  chairm en o f  th e  House and S enate
A g r ic u ltu re  C om m ittees, l e t t e r s  n o tin g  th e  I n s t i t u t e 's  o p p o s itio n  to  l e g i s l a t i o n
w hich p e rm its  th e  Farm C re d it  System  to  d e v ia te  from s tan d a rd  acco un ting
p r a c t i c e s . S p e c i f i c a l l y ,  H.R. 5635, th e  Farm  C r e d i t  A c t Amendments o f  1986, 
a llo w s  farm  c r e d i t  system  banks and o th e r  f in a n c ia l  i n s t i t u t i o n s  to  am o rtiz e , over 
a  20 y e a r  p e r io d ,  th e  c o s t  o f  r e - f i n a n c i n g  h ig h  i n t e r e s t  r a t e  bonds c u r r e n t l y  
o u ts ta n d in g  and lo a n  lo s s e s  o v e r  a  c e r t a i n  l e v e l .  T h a t l e v e l  b e in g  1 /2  o f  1% o f  
o u ts ta n d in g  loans. Mr. R obert T. Atwood, Chairman o f  th e  AICPA F ed era l Government 
E x e c u tiv e  C o m m ittee , w ro te ,  "We a r e  c o n ce rn e d "  b e c a u s e  H.R. 5635 e s t a b l i s h e s  
acco u n tin g  p r in c ip le s  " th a t  a re  in c o n s i s te n t  w i th  g e n e r a l l y  a c c e p te d  a c c o u n tin g  
p r i n c i p l e s .  Any d e p a r tu r e  from  g e n e r a l l y  accep ted  accoun ting  p r in c ip le s  evokes 
c o n c e rn  on th e  p a r t  o f  th e  a c c o u n tin g  p r o f e s s i o n .  I f  a c c o u n tin g  r u l e s  a r e  n o t 
u n if o r m ly  a p p l i e d ,  p u b l i c  c o n f id e n c e  i n  p u b l i s h e d  f i n a n c i a l  r e p o r t s  c a n n o t be  
a ssu red . Such a  lo s s  o f  con fidence  can have sev e re  re p e rc u ss io n s  in  o u r c a p i t a l  
m arkets." H.R. 5635 was in c o rp o ra te d  in to  th e  Omnibus Budget R e c o n c ilia tio n  Act, 
w hich was s ig n ed  in to  law  by  P re s id e n t Reagan on 10/21/86.
4SPECIAL: TREADWAY ADDRESSES AICPA ANNUAL MEETING
The i n i t i a l ,  unanimous co n c lu s io n s  o f  th e  N a tio n a l Commission on F rau d u len t 
F in a n c ia l  R eporting  were p re se n te d  by Commis s io n  Chairman James C. Treadway,
J r ., i n  an  a d d re s s  t o  th e  AICPA's 9 9 th  A nnual M em bers’ M ee tin g  and E x p o s i t io n  in  
Kansas C ity , MO on 10/21/86. He s a id  th e  Commission ex p ec ts  a  com plete  Exposure 
D ra ft o f  i t s  R eport t o  be  p u b l ic ly  d i s t r ib u te d  fo r  comment about 3 /1 /8 7 . A f te r  a  
90-day comment p e rio d , th e  R eport w i l l  be p u b lish e d  in  f i n a l  form  abou t 8 /1 /8 7 . 
“One dom inant co n c lu s io n  h a s  emerged," acco rd in g  t o  Chairman Treadway. I t  i s  t h a t  
f ra u d u le n t f in a n c ia l  re p o r tin g , " is  — p ro b ab ly  alw ays h as  been and w i l l  be — a  
m u lti-d im e n s io n a l problem ."
P r io r  to  d is c u s s in g  th e  Commission’s  i n i t i a l  co n c lu s io n s , Chairman Treadway 
review ed re se a rc h  p r o je c ts  examined by th e  Commission. One o f  th e s e  s tu d ie s ,  by 
th e  C om m ission  s t a f f ,  exam in ed  119 a c t i o n s  b ro u g h t  b y  th e  SEC a g a i n s t  p u b l i c  
co m p an ies  and  42 a c t i o n s  a g a i n s t  t h e i r  p u b l i c  a u d i t o r s  s in c e  1980. The s tu d y  
re v e a le d  th a t :  1) m ost a l le g e d  frau d s  w ere p e rp e tra te d  by u p p e r- le v e l management; 
2) th e  m a jo r i t y  o f  a l l e g e d  f r a u d s  o c c u r re d  b e c a u s e  o f  a  b reak d o w n  i n  i n t e r n a l  
c o n t r o l s ;  3) 31 p e r c e n t  o f  th e  p u b l i c  co m p an ies  in v o lv e d  i n  th e  a c t i o n s  d id  n o t  
h av e  an a u d i t  c o m m itte e ; and  4) o f  th e  a u d i t i n g  f i r m s  in v o lv e d , 74 p e r c e n t  w ere  
n o n -n a tio n a l f irm s . Of th e  31 n o n -n a tio n a l f irm s , 87 p e rc e n t w ere n o t members o f  
th e  AICPA's SEC P ra c t ic e  S ection .
Chairman Treadway n ex t o u tl in e d  th e  i n i t i a l  co n c lu s io n s  th e  Commission h as  
reached  about th e  p u b lic  a cco u n tan t and re p o r t in g  e n t i ty .  S ig n i f ic a n t  co n c lu sio n s  
in c lu d e : 1) The Commission r e j e c t s  th e  approach tak en  by  l e g i s l a t i o n  in tro d u ced  by  
Rep. Ron Wyden (D-OR) w h ich  w ould  h av e  r e q u i r e d  a u d i t o r s  t o  r e p o r t  f r a u d u le n t  
a c t i v i t i e s  ( s e e  t h e  5 /2 6 /8 6  W ash. R p t. ) . The C om m ission  b e l i e v e s  t h a t  su ch  a  
req u irem en t would in tro d u c e  an unw orkable a d v e r s a r ia l  a tm osphere in to  th e  a u d it  
p ro cess ; 2) The SEC should  mandate membership in  a  p ro fe s s io n a l  q u a l i ty  assu ran ce  
p ro g ram , su ch  a s  th e  AICPA SEC P r a c t i c e  S e c t io n ,  f o r  a l l  a u d i t o r s  in v o lv e d  in  
a u d its  o f  p u b lic  com panies, w ith  no ex cep tio n s  a llow ed ; 3) The independence o f  th e  
p u b lic  a u d ito r  should  be re g u la r ly  ev a lu a te d  by  th e  A udit Committee and th e  le v e l  
o f  a u d i t  f e e s  t o  n o n - a u d i t  f e e s  sh o u ld  b e  a  r e q u i r e d  d i s c l o s u r e  —  A cco u n tin g  
S e r ie s  R elease  250 should  be re -ad o p ted ; 4) The Commission w i l l  recommend t h a t  th e  
p u b lic  a u d ito r  p u b l ic ly  p ro v id e  a  n e g a tiv e  a ssu ran ce  o p in io n  on in te r n a l  c o n tro ls .
Regarding re p o r t in g  e n t i t i e s ,  C hairm an  T readw ay  n o te d  t h a t  t h e  C om m ission  
th in k s  t h a t  a u d i t  c o m m itte e s  s h o u ld  b e  r e q u i r e d  f o r  a l l  p u b lic ly -o w n e d  
c o rp o ra tio n s  and th a t  th e  a u d i t  com m ittees shou ld  have a  s tro n g , v i s ib le ,  a c t i v i s t  
r o le  in  th e  f in a n c ia l  re p o r t in g  p ro cess . In  a d d itio n , in te r n a l  c o n tro ls  should  
n o t be s t ru c tu re d  m echan ica lly  and w r i t t e n  codes o f  conduct should  be  adopted  and 
en fo rced  by  a l l  p u b lic  com panies.
C om m enting on th e  i s s u e  o f  a  s t a t u t o r y  s e l f - r e g u la to r y  o rg a n iz a tio n  (SRO), 
Chairman Treadway s a id  th e  components fo r  an SRO a lre a d y  e x is t ,  b u t  th e  weakness 
i n  th e  sy s te m  i s  th e  im p o s i t io n  o f  s a n c t io n s .  He s a i d  t h a t  t h e  C om m ission  
b e l i e v e s  th e  SEC c o u ld  p e r fo rm  t h i s  f u n c t io n ,  b u t  t h a t  i t  m u s t b e  s u f f i c i e n t l y  
fu nded  and  s t a f f e d  t o  do so . He a l s o  s a i d  th e  " . . .a c c o u n tin g  p r o f e s s i o n  m u st 
em b race  and  s u p p o r t  t h e  SEC i n  t h i s  r o l e . . .o th e r w i s e ,  n e i t h e r  t h e  SEC n o r  th e  
a c c o u n tin g  p r o f e s s i o n  w i l l  h av e  c r e d ib i l i ty . . . ."
On th e  s p e c i f i c  i s s u e s  o f  p e n a l t i e s  and  th e  e f f e c t i v e n e s s  o f  p r e s e n t  
sa n c tio n s , Chairman Treadway re p o rte d  t h a t  th e  Commission does n o t b e l ie v e  t h a t  
th e  " s a n c t io n s  im posed  on th o s e  who v i o l a t e  t h e  law  b y  t h e i r  in v o lv e m e n t in
5f r a u d u le n t  f i n a n c i a l  r e p o r t i n g  a r e . . .a d e q u a te ."  F u r th e rm o re , h e  s a id  m ore 
c r im in a l p ro se c u tio n s  and lo n g e r sen ten ces  fo r  f ra u d u le n t f in a n c ia l  r e p o r t in g  a re  
a p p ro p r ia te  and th a t  b a r r in g  from  c o rp o ra te  o f f ic e  th o se  c o rp o ra te  o f f i c i a l s  who 
"cause, a id  and a b e t, o r  p a r t i c ip a te  in  f ra u d u le n t f in a n c ia l  re p o rtin g "  should  be 
co n sid e red  an a p p ro p r ia te  san c tio n . Chairman Treadway sa id , "...We see  no b a s is  
fo r  t r e a t i n g  c o rp o ra te  o ffe n d e rs  d i f f e r e n t ly  from  th e  a u d ito r s  when i t  comes to  
sa n c tio n s . Rule 2(e) a llo w s  th e  SBC to  b a r  o r  l i m i t  th e  a c t i v i t i e s  o f  in d iv id u a l 
a u d i t o r s  and f i r m s .  The C om m ission  p e r c e iv e s  no l o g i c a l  r e a s o n  why th o s e  w i th  
p rim ary  re sp o n sib il i t y  fo r  a c c u ra te  f in a n c ia l  s ta te m e n ts  should  n o t be s u b je c t to  
e q u iv a le n t  san c tio n s ."
R e q u e s ts  f o r  th e  t e x t  o f  C hairm an  T read w ay ’s sp ee c h  may b e  made t o  th e  
N a tio n a l Commission on F ra u d u le n t  F in a n c i a l  R e p o r t in g , 1701 P e n n s y lv a n ia  Ave., 
N.W., W ash in g to n , D.C. 20006.
For further information contact Shirley Hodgson or Joseph Petito at 202/872-8190.
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